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GENERAL COMMENTS

The Institute ’s Division of Federal Taxation has
submitted recommendations in the past relating to the subject

matter contained in the proposed regulations.

Such recommend

ations continue to have viability in connection with the pro
posed regulations.

Certain recommendations made by the Institute in a
letter dated August 23, 1966 to Assistant Commissioners Bacon

and Swartz are specifically appropriate now and are reiterated
in connection with these proposed regulations.

In such letter

it was suggested that:

1.

The distinction between changes in accounting

method and corrections of errors should be
dropped.
2.

Immaterial changes should not require the

Commissioner’s consent under Section 446(e) and,
materiality should be defined in terms of absolute

dollars and percentages of taxable and gross

income.
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3.

The Commissioner should delegate authority

to District Directors to make material changes
in accounting methods in as many specific areas

as possible.
4.

The time within which a request for a change

in accounting method is required to be filed
should be lengthened.

If these recommendations are encompassed in the
proposed regulations many annoying, immaterial procedural and
administrative problems in this area would be eliminated.

This

action should also permit a more economical use of the
Government’s and taxpayers' time and money.

It is acknowledged

that the proposed regulations substantially accomplish the

first suggested modification.
It is also recognized that proposed Regulation

Section 1.446-1(e)(3)(ii) gives regulatory approval to Revenue
Procedure 64-16 (1964-1 CB 677).

However, we believe that the

interests of all parties would be better served if the terms

and conditions there prescribed were incorporated into the
regulations in lieu of the traditional 90-day rule set forth

in proposed Regulation Section 1.446-1(e)(3)(i).

In the alter

native, we urge that Revenue Procedure 64-16 be revised to
eliminate any restrictions upon its use in the accounting method/
practice area.

We wish to go on record to the effect that

taxpayers and the Government have had excellent experience in
connection with the application of this Revenue Procedure.

The
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greater flexibility which it provides with respect to the
relationship between the time of filing the application and

the year of transition has disposed of many issues which other

We would vigorously oppose

wise would have been contested.

any revocation of this Revenue Procedure and, in fact,

recommend expansion of its applicability.

This recommendation

will provide the desirable administrative flexibility to keep

up with technological and economic changes which necessitate
changes in business practices.

SPECIFIC COMMENTS

Section

1.446-1(e)(2)(ii)(a)

1.

Instead of defining a "material item"

as one involving the proper time for
including an item in income or taking

a deduction, this section should define

materiality in terms of money.
It is suggested that an item be consid

ered immaterial if:
(a)

the adjustment to make the change
is less than $3,000; or if

(b)

the adjustment is less than the

greater of:
(1)

1% of the gross income for

the taxable year, or
(2)

5% of the average taxable
income for the five preceding

years.
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In any event, an adjustment of $250,000
or more will be considered material.

2.
1. 446-1(e)(2)(ii)(b)

This provision states that "... a

correction to require depreciation in
lieu of a deduction for the cost of a

depreciable asset treated as an expense

in the year of purchase involves the
question of the proper timing of an item

and is to be treated as a change in

method of accounting .
further stated that

.

.

."

It is

. an adjustment

required because a payment was deducted

as rent under an equipment lease-purchase
agreement and that should properly be
treated as a purchase of an asset is a

change in method of accounting.

..."

We oppose the holding in these two

statements on the basis that a one-time
treatment of an item which carries over

to subsequent years should not be

classified as a method of accounting.

Section 481 should not be utilized in
these types of cases to circumvent the

effect of the statute of limitations.
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3.
1.446-l(e)(2)(ii)(d)
Example (5)

The example should be clarified or

changed to depict that the taxpayer
used a 1968 ratio, which fairly

allocated indirect costs, based on the

relationship of indirect costs to direct
costs for 1968, and continued to use
such percentage for 1969 and 1970.

It

should also state that, under such

conditions, irrespective of a rise or decline in
indirect costs in 1971, a change in

1971 to fairly allocate overhead costs
is a change in method of accounting.
4.

1.446-1(e)(2)(ii)
Example (7)

It should be made clear that if a tax
payer includes some, but not all, items
of indirect costs in overhead, and if

the Internal Revenue Service proposes

the inclusion of additional items in
overhead, that such action is a change
in method of accounting.

5.
1.446-l(e)(2)(ii)
Example (10)

If it is possible, the words "without any

method or plan" should be clarified.
Almost anything, short of fraud, is a
method or plan.’

If clarification is not

possible it is suggested that the example
be deleted to avoid needless administra

tive difficulties.
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6.

1.446-1(e)(3)(i)

It is recommended that the provisions

of Revenue Procedure 64-16, as well as
the guidelines used in the application
thereof, be made the procedure to be
used by a taxpayer in changing a method

of accounting.

The adoption of this

recommendation would permit a taxpayer
to effect a change by taking the necessary

resulting adjustment into income ratably

over a 10-year period.

Thus, the year

of transition would be a taxpayer’s first

taxable year for which a return has not

been filed at the time of the change;
hence, the 10-year period for allocating

the resulting adjustment would begin with
the year of transition.

